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Letter from the Administrator

The Bonneville Power Administration has concludedthe 2018 Integrated PrograReview, a public
discussion of our costs for the next rate period. Our final projected costs for fiscal years 2020 and
2021 are $66 millionlower per yearcomparedto the FY 20182019 rate period. Thisis a significant
step toward our costmanagement objectiveio keep program costs at or below the rate of inflation
which we committed to in the BPA 20182023 Strategic Plan. And in fact, it exceeds the additional
target we set for this IPR to hold program costs flat in nominal terms.

While the proposal wereleased in June met this goal a challenge that included taking $7 million

of inflation per year out of our program costsand an additional $3 million reduction compared to

the FY 201&2019 rate period? we also acknowledged that keeping costdose toflat may not go

far enough And over the summer, we continued to refine our spending proposal. The resuliés

$63 million per year reduction from the initial IPR spendinglevel8 ) 1 O1 OAl h OEA
made this IPR equate to a 4 percent reduction in awal spendingcompared to the FY 20182019
rate period? a meaningful shiftin the cost curve.

Bending the cost curve
Average annual program costs in billions of dollars and percentage of
cost change by rate period

Percentage change Billions of dollars
28 2
26
21 \ —— — 15
14 — — 3 — — 1

BP-08 BP-10 BP-12 BP-14 BP-16 BP-18 2018 IPR
FY 2008-2009 FY 2010-2011 FY 2012-2013 FY 2014-2015 FY 2016-2017 FY 2018-2019 FY 2020-2021

| want to thank our customers, stakeholders and other interested parties who participatedin the
IPR and provided valuable input. Your feedback informed owtecision to further reduce capital and
expense program spendingincluding in the areas described below

OAAD



Compared to BP18 spending levels, Power Services hasdaced spending by an average of

$56 millionperyear» OEAOB8 O AT A A A E O Eihds Bejondthe speridiigrddiciohn ET OA(
we proposed in June. These savings are primarily from the Fish and Wildlife program, which we

have reduced by $30 millioreachyearin order to manage program costs at or below inflation,

including offsetting costs assoated with additional spill. This approach isconsistentwith our strategic

goal to prioritize investments to achieve the greatestbiological beneféndfocus on projects

directly linked to mitigating the impacts of the Federal Columbia River Power System.

In response to comments, we also continued to work with our partners toaduce spending related
to the operation of thefederal hydropower projects and the Columbia Generating Station nuclear
plant. Thanksto the ongoing collaboration of the U.S. Army s of Engineers, Bureau of Reclamation
and Energy Northwest, we identified additional savings of $18 million per year.

Transmission Services has also madégsificant progress toward costmanagement, reducing its
annual spending by $9%5 million comparedto BP-18. This is a $12 milliorper yearreduction from

the spending increase we proposed in June. Through efficiencies and other business improvements,
we will be able to achieve these savings without sacrificing our commitment to customer service.

Average
2018-2019 rate Average 2020-2021 Average 2020-2021
Expense casespending initial  IPR final IPR
levels ($ millions) * ($ millions) *
($ millions) *
Power 1,359 1,354 1,303
Transmission 499 502 490

*Numbers are rounded to nearest milliomhis may cause deltas to vary slightly.
Muchof thesavingsx A6 OA EAAT OEAZEAA ET 4 erddsdiafeditiktheinénd AZDAT
Supply Chain CosManagement Initiative. This is an effort we are undertaking to produce

sustainable crossagency saungs related to supplemental labor, cotracting, inventory procurement
and supplies

This effort will produce a total of $40 million in savings over the rate period, with most of those

savings going toward our capital program. Compared to the initial IPR, we have reduced capital

spending levels by $15 million per year as a result of the gply chain initiative. This was the most

significant change in our capital spending program.

) 8A Al OF 1 EEA OI AAA OEAO xA EyéaddpitdlfinhndingPlanA A OEA E
which addresses how we will finance theapital spendingoutlined in this IPR As proposed, we will

continue to scale up our investment in the hydropower system to $300 million per yedry 2023,

a strategy that will deliver significant value to the system by ensuring it is operating efficiently and

safely. The capial financing plan outlines a path for BPA to meet these capital needs while still
meeting the financial health objectives outlined in the strategic plan.



Balancing costs and other objectives for financial strength

The final spending levels we are annoucg today demonstrate ourstrengthening cost-managemen
discipline andreflect our deep commitment to delivering on the goals of the BA 20182023

Strategic PlanWe have carefully allocated our limited resources to best ensure our success toward
these gods, from becoming morecompetitive and responsive to customer neds, to leveragingand
enabling industry change through modernized assets and system operations

)y 060 Ei DI OOAT O Oi 11 OAh Ereprébedthdusth poficnh Afthe xisthadA O D
BPA mustrecover throughrates! AAEOET T AT AT OO0 ET Al OAA ET OAOGOI
health through two financial health policies? the Financial ReservesPolicy, which we refined this

year, and the newLeveragePolicy» bothof whicE AOA AAOGECT AA O EI POT OA "
resiliency and support high credit ratings. These policies call for us to take action in the next rate

periodto bolster0 I x A O 3 A O O Eraskr@ed andotertidllyipaydbwn Transmission

3 AOOE A A O dquidklk thad planhed.Aherate at which we phase in the Leveragedbicy will be

decided in the rate case.

7EEI A OEAOA ET OAOOI AT OO ET "0! 680 4&ET AT AEAT EAAI OF
associated rate impact will be largely offset by theeductions we have made through this IPRlou
EAOGA T U AiiTEOIATO OEAO 100 AEAI 000 Oi AtineA OAOEI

position are ongoing, as is our promise to continue making spéeling decisions throughthe lens
of our strategic plan.

Thank you again for your participation in the 2018 Integrated Program Review, anidook forward

to your continued engagemenas we move irto the rate case this Novembenihile we still have

hard work ahead of us] ampleased to seehe progressweah | AEET ¢ Ol CAOEAO O1 0OC
role asan engine of economic prosperity ad environmental sustainability for the Northwest.

Sincerely,

< M ~
E/(/\'\l/\ W
Elliot E. Mainzer
Administrator and CEO



1. INTRODUCTION

The 2018 Integrated Program Revievstarted in JunewiththereleaOA T £ " 0! 8O0 ET EOEAI

on spending levels for fiscal years 2020 and 22 followed by aseries ofdetailed workshops on
individual program spending levelsThe spending leveloutlined in this document will be used

in the BR20 Rate Case, which covers fiscal years 2020 and 20BRAreceived many thoughtful
and thorough comments andappreciates theO A C Eehdage@enin this process

0 ! ddgBmanagement strategimbjectiveis to hold the sum of pogram costs, by business line,
at or below the rate of inflationfrom rate period to rate period. BPA hagxceededhis objective
by not only absorbing &7 million per year in inflation, but actually reducing spending levels by
another $66 million per year compared to the FY 20182019 rate period (BP-18),demonstrating
a strong commitment to costmanagement

These final spending levels are significantly lower than what we proposed in Jurigased on
stakeholderfeedbackAT A " 0! 6 O AT TiderEify &ditonakshvidds ov@rithe summerwe
further prioritized our spendingto reducecosts and achieve the reductions outlined in this document

BPA enactecagencywideinitiatives thatfurther aligned spendingwith its strategicgoals For
example, n collaboration with regional partners,BPAcontinued to identify efficienciesin program
spendingandapplied historical and forecastanalysis o refine initial IPRspending levelsWe also
initiated the SupplyChain CostManagement Initiative, through whichBPA identifiedopportunities
for additional annualsavingsof $5 million in expense and $15 million in capitaWithin the Chief
Administrative Officeand Transmissioncostpools. The following sections discussheseinitiatives
and further detail the cost reductions identified since the release of the initial publication.

BPA receivedsignificantamount ofcommentsand feedbackrom customers, stakeholders and
interested partiesregarding” 0 ! plafhedspendingfor FY2020 and2021.Asummary of these
commentsis below and are addressed within the relevant cost pool sections.

Budget Development
1 Thetop-down approachin the 20181PR is a step in the right direction.
1 BPA should take further steps to control its costs given the upward pressure froother cost
areasoutside of thescope of the PR.

U.S. ArmyCorps of Engineersand Bureau of Reclamation
1 BPA should continue to workcollaboratively with the Corps andReclamationto improve
coordination and costcutting efforts for operation and maintenancegunding needs.
1 Despiteimprovements inthe execution of capital projects, there istill a concern around
continued under-execution.



Energy Efficiency

1 BPAshould restore thesnergy efficiency spending levelsto at least 2019 levels to ensure
that all cost-effective conservation is acquired.

Grid Modernization
1 BPA should establish and formalize a routine process to provide customers with status
updates.

1 Customers would like to see the reasoning and justification that resulted in the 3&ercent
and 65 percent costallocation between Power and Transmissiorservices

Transmission
1 More shouldbe done to capture efficiencies in the Transmission organization.
1 The Transmission capital program should provide more clarity on prioritization and more
clear business cases with toglown targets.



2. POWER SERVICES

OVERVIEW

Power Services reduced planned spending levels from BP-18 by an
average of $56.5 million per year.

T Reduced the Fish and Wildlife program expense by $30 million annually
to offset the cost of additional spill.

T Reduced O&M expenses at the Corps and Reclamation by a combined
$14.5 million annually.

¥ Reduced O&M expenses at Columbia Generating Station by $3.5 million
annually.

Power Servicess deeplyA T | I E O O A Astrafebic pta) ihcluding its cost-management

and competiveness objectivednitial IPR levels were carefully scrutinized and resulted innitial
spending levelgthat were $6 million a yearlower than the BP-18 RateCase which included
absorbing nearly $30 million inannualinflation. For the final IPR, BPA worked diligently across
the enterprise and with its regional partners to find an additional $® million a yearin planned
reductions spanning Fish and Wildlife, Corps and Reclamation, Columbia Generating Staterg
" 0 | Goorateand Chief Administrative Officesin line with " 0 ! s&radegic goalsWith these
additional reductions, Powerd fidal IPR spendingevelsaverage$56 million per yearlessthanthe
BP-18 Rate Casaverage.



